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ABSTRACT 

Designed for the general public and possibly suitable 
also for high school economics students , this booklet briefly 
explains the termi nolbgy assoc i ated with general economic concepts 
about banking and the Federal Reserve Systeip^ Part I deals with 
financial regulators and i ns t i tut ibns^ including riondepos i t 
intermediaries and depository intermediaries. Part. 2 presents terms 
related to monetary policy^ particularly those dealing with open 
market ' policy , discbunt pblicy, and reserve requirements. Part 3 
deals with the nation/ s payments mechanism and includes terminblbgy 
related to the distribution of currency and coin, check processing, 
wire transfer of funds, and the operation of automated clear i nghouses 
that transfer funds electron i cally among depos i tory inst i tut ions . The 
terms in Part 4 describe foreign banking transactions and 

inst i tuti ons^ _?Y^^_30 _ "'^^^^^^.d??! ^ ?9"^?"^?^_?^?^^ 5 f such as 
annual percentage rate, open-end credit, balloon payment, buydown , 
amortization, fixed rate, graduated payment , and negative 
amortization are described in the final section. (LH) 
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Public understanding of the respon- 
sibilities of the Federal Reserve : 
System is sbmctimes made difficult by 
the terms used in discussing the finan- 
cial systern. Some of the terminology 
relates to general economic concepts; 
some originates in banking; and some 
relates uniquely to the Federal 
Reserve. 

these. days, it would be quite 
reasotiable for an expert in "EFTS" 
to inform a co-worker that he used a 
"debit card^' at an "ATM" tojet 
money to buy a tennis racket. This 
glossary will help to translate this and 
other statements about our financial 
system. ' 



Board of Gdvfrhbrs of the 
Federal Reserve Sysltm ■ 
Washington, D,C. 20551 

Rtvistd Nbvcmbfr, 1982 
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Federal Reserve Tlie central bank of (he Uhitccl Stales 
System created by Cdrigress and cditisistihg of a 
seven member Board of Governors iii 
Washington, D.C , 12 regional Reserve 
Banks, and depository institutions that arc 
siibjeci to reserve requirements. All na- 
tional banks are members; siate-diarlcrcd 
banks rfiay elect to become members, and 
slate members a^e supervised by the 
Board of Governors and the Reserve 
Banks. Approximately .37 percent of all 
banks are nieirriber banks, ihcludihg most 

large batiks. Reserve rcpircmehls 
esiablishcd by the Federal Reserve Board 
apply to nonmernbcr deposkory institu- 
tions as. wcii as member banks. Both 

.... . _ 

classes of institutions are given access to 
Federal Reserve discbunt borrowing 
privileges and Federal Reserve services on 
an equal basis. 



Compirolier of 
the Currency 



Federal Deposit 
InsarBnce 
Corporaiion 



An officer of the Treasury Department, 
the Cbmptroller of the Currency is 
responsible for chartering national banks 
and has primary supervisory authority 
over them. AIJ national banks are re- 
quired to be members of the Federal 
Reserve Sj^stem and are insured by the 
Federal Deposit Insurance Corporation. 

Agency of the federal government that 
insures accounts at most commercial 
banks and mutual savings banks. The. 
FDIC also has primary federal supervisory 



I 



(hat are 

notiiiciiibersoftlieFetlerijI Reserve 
Systcin. 

Ffderflj lionie The agency of (lie federal governmenl liiat 
Loan Bank supervises all federal savings and loan 
, "^'^^^ associalions and federally insured state- 
(HILBH) chartered savings aiid loan associations. 
The FI.'LBB also operates the Federal 
Savings and Loan Insarance Corporation, 
wliicli insures accounts at federal savings * 
and loan associations and those state- 
chartered associations (hat jpply and are 
avcepied. In addition, the FHIJB directs 
the Federal Home Loan Bank System, 
which provides a fiexible credit facility for 
member sayings institutions to pronldle 
the availability of home financing: The 
'■"'.^ ^^"'^s also own the Fede;al fjome 
^^Of W. Corporation, established 
i" 1970 to promote secondary markets for 
mortgages. 

Nailonai Credil The lederaUovernnient. agency that 

linlon supervises, charters, and insures federal 
Adminlsirallon credit unions. NCUA also insures staie- 
. (NCUA) chartered credit unions that apply and 
qiialify for insurance, Tfie NCUA also 

S^'" facility for member 
credit unions. 



tfdiler of the Currency serves as a iibri- 
voting member. 



^^9^^^^ri. The Committee responsible for the orderly 
Insiiludons phase-out over six-year period of 
yereKulalion interest rate ceilings on time and savings 
Commitlee accounts at depository institutions. Voting 
(DIDC) members of tiie DIDC are the Secretary 
of the Treasury and the ehairmeh of the 
Federal Reserve Board, Federal Deposit 
Insiirance Corporation, Federal Home 
I;oan Bank Board, and National Credit 
ERIC -^'^""'^'S'fatioii Board. The Comp- 



Firiaiicial An instilulion that uses its funds chicily ' 
in.sllju(ion to purchase financial assets (deposits, 
loans, secQrilies) as opposed to tangible 
property. Financial institutions can be 
classified according to the nature of the 
principal claims they issue: nondeposit in- 
lermediaries include, among others, life 
arid property/casualty insurance com- . 
panies arid pension fiirids, wlidse claims 
are the pohcies they sell, or titc promise to 
provide income after retiremen'; 
depository intermediaries obtain funds 
mainly by accepting deposits from (he 
piiblic, The major depository institutions 
are listed below. Although hislorically 
they have specialized in Certain types of 
credit, the powers of nonbank depository I 
institutions have been broadened in recent 
years. For example, NOW accounts, 
credit union share drafts, and other ser- 
vices similar to checking accounts may be 
offered by thrift institutions. 

Commercial Banks are allowed to engage 
in more varied lending activities and to of- 
fer more financial services than are Ihc 
other depository institutions. Commercial 
banks are owned by stockholders and 
operated for profit. 

Savings arid roari Assbciailohs, also 
"'■"^^A ^^lled buildirig arid loan 
associations, cooperative banks, or 
homestead associations, accept deposits 
primarily from individuals, and channel 
their funds primarily into residential mort- 
gage loans. Most savings and loari associa- 
tions are technically owned by the 



depositors who receive shares in ihe 
association for (heir deposits. 

Muljuj Savirijls flanks also accept deposits 
pnmariiy front individuals, and place a 

' ; ■ W portion of their funds into mortgage 
'oans. These institutions are prominent in 
niany of the northeastern states. Savings 
f.3"J^s .aeneraily have broader asset and 
''^^'''ty powers than savings and loan 
associations but narrower powers than 
coiiimercial banks. Savings banks are 
authorized to offer checking:type ac- 
coiinls. 

^'^^^L^n'ons are financial cooperative 
organizations of individuals with a com- 
mon affiliation (such as employment, 
labor union membership, Or place of 

residence). Credit unions accept deposits 
of menibers, pay interest (dividends) on 
them out of earnings, and primarily pro- 
vide consumer instalment credit to 
members. 

Tlirlfi instliuilon is a general term often 
used for mutual savings banks, savings 
and loan associations, and credit unions. 

Member Bank, A depository institution that is a member 
of_the Federal Reserve: AiNatiOnal bank:, 

are required to be System' members, and 
state-chartered commercial banks and 
mutual savings banks may elect to become 

members.. Member banks own stock in 
Federal Reserve Banks and elect Reserve " 
Bank directors. ' 

f^npmbcr A depository institution (commercial : 
S r ^^''""^"^'"gs.bank, savings and 
Inslllalion loan association, credit union, or U S 
agency or branch of a foreign bank) that 

o 
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is riot a member of the. 
System. Nonmember depository iiislitii^ 
tions that Offer transaction accounts or 
."°"P«^s*5."al time deposits are snbjcct lo 
set by the Federal 
Reserve, and. they also have access to the 
Federal Reserve discount window and 

■ Federal Re.serve services on the same 
term; as meriiber banks. 

^..^^nk that accepts deposits of and per- 
Bank forms banking services for other 
depository institutions. 

Bank Holding A company tHat owns of controls one or 
Company more banks. The Board of Governors has 
responsibility for regulating and snpervis. 
ing bank holding companies, such as ap- 
proving acquisitions and mergers and In- 
specting^^he operations of such com- ' 
panics. This authority applies even though 
a bank -owned by a holding company may 
be under the primary supervision of the 
Comptroller 'of the Currency or the FDie. 

Permissible Financial activities closely related to bank- 
Nonbank ing that may be engaged in by bank 
Activities holding companies, either directly or 

^.^'!°°I^J^"^3ri'« subsidiaries. Examples 
are owning finance cornpariies and engag- 
ing in mortgage banking. The Board ' 
deterihiries which activities are closely 
related to banking.. Before mailing such 
.^'^''^'i'^iMmissible, the Board must also 
' ' ^^!^fi"'"l'^3t performance of the ac- 
, iivities by bank holding companies is in 
the public interest; 



Grpndfalhered Nonbank activities, some of which would ; 
Acliviiies normally liot be permissible for bank 
holding companies and foreign banks in 
the United States, but which were ac- 



quired or engaged in before a particular 
dale, Stich activities may be continued 
under the "grandfatiier" clausei; of the 
Bank .Holding Company Act and the In- 
Icrhalional Banking Act. 

F-due Afl An organization chartered by the Federal 
Corporation Reserve to engage in international banking 
operations, The Board acts npon applica- 
iions byll.S. and foreign banking 
organizations to establish £dge corpora- 
tions. It also examines Edge corporations 
and their subsidiaries. The Edge corpora- 
lion gets its name from Senator Walter 
Edge of New Jersey, (he sponsor of the 
original legislation to permit formation of 
siicfi organizations. 



I discount window and to other Federai 
i Reserve services in step with the im- 

I / plemepion of a fee schedule. 

I 

. .../P^ Concern of financial regulators ^itti (he 

: ..Supervision safety and sdiilidriess of individual hankS; 

involving (he general arid CdiKiriubiis dvtr- 
sigh(of (hc activities of this industry to 
ensure that banks arc operated prudently 
and in accordance with applicable statutes 
and reguladdns. 

Bank RegiilBllon Tiie formula(ion and issuance by authoriz- 
ed agencies of specific rules or regula- ^ 
tions, under governing law^ for the con- 
duct arid s(fuctiirc of banking, 
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Agrfpnifni 
Corporation 



Cfase-and- 

Deslsl Order 



An Agreement corporation is a federally 
or state-chartered corporation thai has 
entered into an^ agreement or understand- 
ing wiih llie Board that it will not excise 
any power tlial is impermissabie for an 
Edge corporation. 

An order issued after notice and oppor- 
tunity for hearing, requiring' a depository 
institution, a holding company,, or a 
depository in,slitutioii official Id terminate 
unlawful, unsafe or unsound banking 
practices, Cease-and-desist orders are , 
issued by the appropriate federal 
regulatoryigencies under the Financial In- 
stitutions Siipervisbry Act and can be en- 
forced directly by the courts. 



The Depository Among its major provisions, this Act 
applied uniform reserve requirements to 
all depository ihstiluiions with certain 
types of accounts and required reports 
from these depository institutions, ii also 



DerejjiilEitloii 
itid Mone(ary 
Control Aci 



of 1980 (MCA) cjttended access (o (he Federal Reserve 




Money 



Anything that serves as a generally ac- 
cepted medium of exchange, a standard of 
value, and a means to save of store pur- 
chasing power; In the U;S;, paper curren- 
cy (nearly all of which consists of Federal 
■Reserve notes), coin and funds in check- 
ing and similar accounts at depository in- 
stitutions are examples of mdhcy. 



MoRe(flr) Policy Federal Reserve actions topuence (he 
availability and cost of^ii^ey and credit, 
as a means of helping, (o promote high 
empldpcn(, economic jgrowlh, price 
stability, and a sustainable paltefii of iii- 
(erna(ional (ransactions. Tlrols of 
monctarf'policy include open market 
bperatibns; tliscount policy, and 



Money Slock Ml - Tlie sum of carrency held by ihe 
public, plus iravelers' checks, plus de- 
mand. deposits; plus, other checkable 
deposits (ii.,j.n.e|oiiable order of 
withdrawal [NOW] accoiinls, and 
atitdmatic transfer service |ATS| accounts, 
and credit union share drafts.) 

M2.~.Mi pliis savings accounts and 
sniall-denoniination time deposits, plus 
shares iii money inarket mutual funds 
(other lhan those restricted to iiislltutioiial 
investors), plus overnight Eurodollars and 
repurchase agreements; 

M3 ~ M2 plus large-denomination time 
deposits at all dcpbsitbry iiisiiiuiions, 
large deri(3mination term repurchase 
agreements, and shares in money market 
mutual funds restricted to institutional in- 
vestors. 

Federal Open ^ 12 member cbmniitlee consisting of the 
Martel seven members of the Federal Reserve 
Comnilllee Board and five of the twelve Federal 
(FOliiC) Reserve Bank presidents, The president of 
the Federal Reserve Bank.cf.New.York is 
a permanent riieniber while the bihef 
Federal Reserve presidents serve on ?, 
rotating basis, The Committee sets objec- 
lives for the' growth of money and credit 
that are implemented through purchases 
and sales of U.S, Government secuiilies in 
the open market. The FOMC also 
establishes policy relating Id Sysleiii 
operatioiis in the foreign ejichange 
markets. 

Open Market Purchases and sales of government and 
Operaiions certain other securities in the open market 
by the^New York.Fed.eral Reserve Bank as 
- ^ directed by the FOMC in order lo in- 



lluetice the volume of money and credit in 
the economy. Purchases inject reserves in- 
to the depository system and foster expan- 
sion in money and credit; sales have .tk 
opposite. effect. .Open market operations 
are.Ihe Federal Reserve's most. imporiani 
and most flexible monetary policy tool. 
They are iised to promote either higher or 
lower growth in money and credit and to 
offset andesired changes in the reserve 
positions of depository institutions stem- 
ming from movemenis in currency, float, 
Treasury deposits, and other factors, 



The Desk The tradiiig desk at the New York Federal 
Reserve Bank, through which open 
market purchases and sales of government 
and federal agency securities are made. 
The desk maintains direct telephone com- 
munication with major goverriment 
securities dealers. A "foreign desk" at the 
New York Federal Reserve Bank conducts 
transactions in the foreign exchange 
market, 

Dlscburil Figurative expression for Federal Rcscrvi; 

Window facility for extending credit directly to 
eligible depository institutions (those with 
transaction accounts or nonpejsonal time 
deposits). In the early years oT the 
System, bankers caliie lb a Reserve Bank 
teller window lb bbtairi credit. 



Discoiitil Rate The interest rate aKwhich eligible :: 
depository institutions may borrow funds, 
usually, for. short periods, directly from 
the Federal Reserve Banks. The law re- 
quires the board of directors of each 
Reserve Bank to establish the discount 
rate every 14 days subject to the approval 
of the Board of Governors in 
Washington. 



Lender of Lul As the nation's central bank, the Federal 
ResoH Reserve has the authority aiid financial 
resources to act as "lender of last resort" 
by extending credit to depository institQ- 
tions or to other entities in unosuai cir- 
cunistances involving a national or . 
regional cmergencyj where failure to ob- 
tain credit would have a severe i 
impact on the economy. 



Reserve Reserves thai must be held against 
Reqairements customer deposits of banks and other 
depository institutions. The reserve re- . 
quirement ratio affects the expansion of 
deposits thai caii be supported by each 
additional dollar of reserves. The Board 
of Governors sets reserve requirements 
within limits specified by law for all 
depository institutions (including commer- 
cial banks, savings banks, savings and 
loan assdciatidh^ credit iiliions, soirie in- 
dustrial loan banks, and U:S. agencies 
and branches of foreign banks) that ha' e 
transaction accounts or nonpersonal time 
deposits. A lower reserve.requircment 
allows more deposit and Ibari expahsibri 
and a higher reserve ratio permits less ex- 
pansion. 



Reserves Funds set aside by depository institutions 
to meet reserve requirements. For membt.' 
banks, reserve requirements are satisfied 
wijh hbldirigs bfvaultcash arid/br 
balances at the Federal Reserve Banks, 
Depository institutions that are not 
members of the Federal Reserve System 
may hold their reserves iri the same man- 
ner, or they may pass the reserve balances 
through a correspondent institution to the 
Federal Reserve Banks. 



Velocity The rate at ^hich itioney balances turn 
over in a period for expenditures on- 
goods and services (often measured as the 
ratio of GNP to the money stock). A . 
larger velocity means that'a given qiianlily 
of money is associated with I greater 
dbllar vbliiiiie of transactions. 

Fedeml Funds Reserve balances 'that depository instilu- 
tions lend eacli other, usually on an over- 
night basis, In addition, Federal funds in- 
clude certain other kiiids bf bbrrowings by 
depbsitbry iristitiitibns from each other 
and froiii Federal agencies; 



Demand Deposll A deposit payable on demand^ or a time . 

deposit with a maturiifperiod or required 
notice period of less than 14 days, on 
which the depitbry Institution does not 
reserve the right to retjuire at least 14 days 
written notice of intended withdrawal, 
eommonly takes the form of a checking 
account. 



A checking aCCburit or similj 
Account frblil which transfers can be made to third 
parties. Demand deposit accounts, 
negotiable order of withdrawal (NOW) ac- 
counts, automatic transfer service (ATSj 
accounts, and credit union share draft ac- 
counts are examples of transaction ac- 
counts at banks and other depository in- 
stitulioiis: 

Negotjflbie An interest earning account bri which 
__ Orfler of checks may be drawn. Withdrawals from 
Wlllidrtiwiil NOW accounts may be subject to a 14- 
(NOW) day or more notice requirement although 
Account such is rarely Imposed. NOW accounts 
may be offered by commercial banks, 
mutual savings banks, and savings and 
loan assbciations and may be owned only 

li 



by individuals arid certain nonprofit 
organizations and governmental units: 



Deregulation Conimit tee. There is no 
minimum denomination required on these 



. . - -sitor s savings accduiit from which 
Wr Service funds may be transferred autdiiiatically to 
(ATS) Account the same depositor's checking account to 

; ^^^^ira check written or to maint^^^ 

minimum balance. 

beposit Ceillnij Maximum interest rates that can be paid 
Kales of Interest on savings and time deposits at federally 
insured commercial banks, mutual savings 
''.^'^'^s- Aavings and loan associations, and 

Ceilings .^^^^ 
deposits are established by the National 

CrediiUnion Administration. Ceilings on . 
deposits held by the other depository in- 
stitutidns are established by the 
Bepo|itory Institutions Deregulation 
.^°'"'"'"^L(P'DC). Under current law, 
deposit interest rate ceilings are being ' 
phased out over a 6-year period, ending in 
1986 under the oversight of the DIDC. 

Certificaleof A form of time deposit at a bank or 
Keposil (CD) savings institution; a time deposit cannot 

a specified maturity 
date without being subject loan interest 
penalty for earjy withdrawal; Small- 
denominaton CD^s are often purchased by 
*duals. Large CDs of 

[""■^^^^.^f °!'e".'n negotiable form, mean- 
ing they can be sold or transferred among 
holders before maturity. 

Smali Saver A certificate_of deposit with a minimum 
eerlificate maturity of VA years offered by banks 
'.'^.^i^! jM'''ij^'ons to individuals, The 
.'"'^^"^.^^2^^°l''i.«ecertificates'is^ 
to the .average yield on 2 year Treasury 
securiiies, in accordance with regulations 
\ . ■; issued b) the Depository Inslitations 

.ERIC_ . 



A certificate of depositin a mlnimnm 
terlificate denomination ofSlO.OOO with a maiufity 
of six months. The interest rate on money 
market certificates is related to the yield 
oil six-month Treasury bills, in accordance 
with regulations issued by the Depository 
Institutions Deregulation Committee; ' 

Federal Reserve Nearly all of the nation's circulating paper 
Notes currency consists of Federal Reserve notes 
printed by the Bureau of Engraving and 
■ Printing and issued to the Federal Reserve 
Banks which put them into circulation 
through commercial banks and other 
depository institutions. Federal Reserve 
notes are obligations of the U.S. Govern- 
ment; 

Treasury Interest-bearing obligations of the U S 
Securiiies Government issued by the Treasury as a 
riieans of borrowing money to meet 
governriieht [vpenditures not covered by 
tax revenues. Marketable Treasury 
^.^'^"/'''ssjallinto three calegories-bills, 
notes, and bonds. The Federal Reserve ' 
System holds more than $125 billion of 
these obligations, acquired through open 

market operations. Marketable Treasury 
°Mp.3'i°ns are currently issued in book- 
l"^^? '"°^"'. 0"!y;that is, the purchaser 
receives a statement, rather than an 
engraved certificate, 

Treasury Bills Short-term U.S. Treasury securities issued 
'".'"^"'".dfinominatio of $10^ 
maturities of 
3|. 6, or 12 months. Investors purchase 
bills ^t prices lower than the face value of 

13 
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iiie biiis; the retorn to the investors is the 
■ difference between the price paid for the 
bills and the amount received when the 
bills are sold or when they mature. 
Treasury bills are the type of security used 
most frequently in open market opera- 
tions: 

Treasury Notes Lniermediate-term coupon-bearing U.S. 
Treasury securities havirig initial 
malUfitics froiil 1 to 10 years and issued 
in denominations of $1 ,000 or more, 
depending on the maturity of the issue: 
Notes pay interest semi-annually, and the • 
principal is payable at maturity. 

Treasury Bonds' Long-term U.S. Treasury securities usually 
having initial maturities, of more than 10 
years and issued in denominations of 
$l,(D0_or more, depending on the specific 
issue. Bonds pay interest semi-annually, 
' with principal payable at maturity. 



Repurchase 
Ajjreements 



When the Federal Reserve makes a repur- 
chase agreement with a government . 
securities dealer, it buys a security for im- 
mediate delivery with an agreement to sell 
the security back at the same price by a 
specific date (usually within 15 days) and 
receives interest at a specific rate: This ar- 
rangement allows the Federal Reserve to 
inject reserves into the banking system on 
a temporary basis to meet a temporary 
need and to withdraw these reserves as 
soon as that need has passed. 



Sale-Purchase 
Agreeiiienis 
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When the Federal Reserve makes a i 
ed sale-purchase agreementj it sells a 
security outright for immediate delivery to 
a dealer or foreign central bank, with an 
agreement to buy the security back on ? 
specific date (usually within 7 days) at the 



Me pHcc. Matched sale-piifchase . 
agreements are the reverse of repurchase 
agreements and allow the Federal Reserve 
to withdraw reserves on a temporary 
basis. 

Fiscal Agency Services performed by the Federal Reserve 
Services Banks for the U.S. Gdverninelit.' These in- 
elude maintaining deposit accounts for the 
treasury Department, paying tj;S. 
Government checks drawn on the 
Treasury, ahi issuing and redeeming sav- 
ings bonds and other government 
securities. 

Fiscal Policy Government policy regarding taxation and 
. spending, Fiscal policy is made by Con- 
gress and the Administration. 



Inflation A rise, over time, in the average level of 
prices. ; 

Recession A sigriificant decline in general. economic 
activity extending over c period of time. 



Productivity The amount of physical output for each 
unit of productive input: 




Payments Systems designed for the movement of 
Mechanism funds,, payments and money between 
financjal institutions throughout the na- 
tion. The Federal.Reserve plays a . major 
role in the nation's papents mechanism 
through distribution of currency and coin, 
check processing, wire transfers of funds 
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and the operation of automated clearing 
hoDses that transfer foods electronically 
among depository institutions; Federal 
. Reserve payments mechanism services are 
. made available to both member banks and 
iionmember depository institutions on the 
basis of uniform pricing schedules, 

Check Clearing The movement of checks from the banks 
or other depository institutions where they 
are deposited back to those on which. they 
are written, and 'funds movement in the 

°PP°^'^^j''lM'°": I'^'s Pi'ocws tesults in 
credits to accounts at the institutions of 
deposit and corresponding debits to the 
accounts at the paying institutions, The 
Federal Reserve participates in check 
cleariiiglhrough its nationwide facilities, 
though many checks are cleared by private 
sector arrangements. 

Regional Check A Federal Reserve check processing 
Processing operation that clears checks drawn on 

Center (RCPC) depository institutions located \f ithin a 
specified area; RCPCs expedite'collection 
and settlemejit of checks within the area 
on an overnight basis. 

Clearinghouse An institution where miitiial claims are 
settled between accounts of member 
depository institutions; Clearinghoases 
among banks have traditionally been 
organized for check-clearing purposes, but 
more recently have cleared other types of 
settlements, including electronic fund 
transfers. 

Float Checkbook money that for a period of 
time appears oii the books of both the 
payor and payee due to the lag in the col- 
lection process; Federal Reserve float 
often arises during the Federal Reserve's 



: check collection process'. In order, to pro- 
mote an efficient payments mechanism 
with certainty as to the date funds becdflic 
available, the Federal Reserve has; 
employed the policy of crediting the 
reserve accounts of depository institutions 
depositing checks within a maximum of 
three business days of the deposit; 
however, more tiine may be needed to 
process cerfain checks and: collect funds 
'from the institutions on which these 

checks are drawn, 

This policy results in credit being given 
to some depository institutions before the 
- Federal Reserve is able to obtain payment 
from others. During 1983 new crediting 
procedures may be adopted; in conforr 
mance with th^ MCA, which are designed 
to i".eall()cat(; or recover the valiie of float 
to depository institutions. 

Electronic Fund A variety of systems and technologies for 
Transfer transferring funds (moiiey) electronically 
Syslwns rather than by check, Includes Fedwire, 
(EFTS) Bankwire, autbiiiated clearinghouses 
(ACHs), and other automated systems. 

Fedwlrt The Federal Reserve funds transfer 
system. Fedwire is used for transferring 
reserve account balaiices of depository in- 
stitutions, arid governmerit securities. Fed- 
wire is also used fnnhe settlement of 
other clearing systems, such as CHIPS. 

Clearinghouse -An automated clearing system used 
liilerbank primarily for iritematidnal payments. This 
Payments system is owned and operated by the New 
System (CHIPS) York Clearinghouse banks, it engages 
Fedwire for settlement. 

SWIFT A message writing system that cdnriects 
worldwide participating banks primarily 
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for the piirpe of coiiiliiiiriicatirig pay^ 
mem informaiion. Frequently, the SWIFT 
message is oniy part of an international 
payment process which might also employ 
2 systertjuch as CHIPS to fully imple- 
ment the transaction. 

FRCS-80 The communicaiions network of the 
Federal Reserve which interconnects 
Federal Reserve Bank offices, the Board 
of Governors,.ciepository inititdtions and 
the Treasury, it is used for Fedwire 
transfers, transfers of U,S. securities, as 
well as for transfer of Federal Reserve ad- 
ministrative, supervisory, a'nd monetary 
policy information. 

Bfliikwife An electronic cdmmiinicaiibris network 
owned by an association of banks and us- 
ed fo transfer messages between subscrib- 
ing banks. Bankwire also offers a clearing 
service called Cash wire that includes a set-^^ 
(leiiieht facility. 

AutomBied A compiiter based clearing and settlement 
6jearinj|lioose operation, often operated by a Federal 
(ACHj Reserve Bank, established for the ex- 
change of electronic transactions among 
participating depository ihstitulioiis. Siich 
electronic transactions can be substituted 
for^aper checks used to make recurring , 
payments such as payroll or preanthorized 
insurance premiums. The U.S. Treasury 
uses the ACH extensively to pay certain 
obligations of the government. 

Aolomaied Computer-controlled terminals located on 
Teller Machines the premises of financial institutions or 
(ATMs) elsewhere, through which customers may 
make deposits, .withdrawals, br other tran- 
sactions as they wdtild through a bank 
teller. Other terms sometimes iised to 



describe siich termiiials are ciistoitier-bank 
comkiiications terminal (CBCT) and 
reiiibte service init (RSUj; Groups of 
banks sometimes share ATM networks 
located throughout a region of the coun- 
try that may include portions 
states. 



Debit Card A card that resembles a credit card ^nt 
which debits a transaction account (check- 
ing account) with the transfers occuring 
"contemporaneously with the customer's 
; purchases. A debit card may be machine 
readable, allowing for the activation of an 
automated teller machine or otherv\ 
automated payments equipment. 




The difference between the nation's total 
Account exports of goods, services, and transfers - 
Balance and its total imports of them. It excludes 
transactiblis in fiiiaiicial assets and 



Trade Deficit Refer[ to the amount by 

dise imports exceed merchandise exports. 

Foreign Purchase or sale of the currency of one 
Excliaiige iiatibn with that of another. Foreign ex- 
rransaclions change rates refer 1o the number of units 
of one currency needed to purchase one 
. * unit'of another, or the value bf one cur- 
rency in terms of another. 

Foreign The foreign exchange trading desk at the 
Exchange Desk New York Federal Reserve Bank. The 
desk undertakes operations in the ex- 



